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Greek Fiscal Crisis and Repercussions for the Property Market
Introduction
The financial crisis that unfolded in mid-2008 led to a dramatic increase of public debt in many advanced economies. During the recent years, we have seen the transformation of the 2007 US subprime mortgage loan market crisis into a sovereign debt crisis in the Eurozone Rogoff, 2009 and 2010) . Greece and other periphery EMU countries (Ireland, Portugal and Cyprus) are severely hit by the sovereign debt "storm" (De Grauwe, 2010) .
In late 2009 and early 2010, the ability of the Greek government to run large budget deficits for a very long period of time and to roll-over its debt has been questioned due to the perceived by the international capital markets high probability of sovereign default. The end result was an escalating cost of borrowing, which forced the Greek government to design and adopt a fiscal consolidation programme in order to reduce public debt and provide the framework to improve stability and growth of the economy (Kouretas and Vlamis, 2010) .
The current Greek tragedy appears to have at least three key players.
First, beyond any doubt the main responsibility for the debt crisis in
Greece rests with the Greek governments and the existence of a weak political system that led to a constant mismanagement of the domestic economy adding government debt at a rate, which was much higher 2 than the rest of the Eurozone at a time that the level of the public debt has already been more than 100% of GDP.
Second, the financial markets and in particular the credit rating agencies have been very myopic in predicting the 2007 US sub-prime mortgage loan crisis. This failure led the credit rating agencies to an overreaction in their attempt to unveil potential sovereign debt crises. Greece and other periphery EMU countries were the natural targets since they had for a long period of time very large budget deficits. They kept downgrading
Greece's sovereign debt rating due to the perceived by the international capital markets high probability of Greece's default and eventually,
Greece was forced to withdraw from the international bond markets.
Third, a fair part of blame for the current situation is linked with the delayed reaction of the Eurozone governments as well as the European
Central Bank (ECB hereafter). The Eurozone countries and in particular
Germany failed to give a clear signal to the markets that they were willing to provide immediate political and financial support to whichever country was facing financial problems. One reason for this slow reaction is linked to the issue of whether a bailout of a country-member was allowed according to the EU Treaties. A stronger reason is the lack of political union in Europe, which has not as yet, in the fear of moral hazard issues, allowed the formation of a federal fiscal budget with a common fiscal policy within EU and an adjustment mechanism in place to deal with crisis at a supranational level. (Kouretas and Vlamis, 2010) .
It was only when it was made clear that the markets will keep speculating on the Greek bonds that the, at the time, President of the ECB, Jean-Claude Trichet announced that ECB will continue to accept Greek government debt as collateral, independently of the ratings assigned by the rating agencies.
As far as the Greek property market is concerned, this has always been one of the pillars of economic growth in Greece. The construction industry in particular was considered to be one of the most important sectors of the Greek economy (before the fiscal crisis) and this was not only because of its size (Kalfamanoli and Vlamis, 2010) . It significantly affected the country's economic growth and because of that, its importance for the growth prospects of the Greek economy has never been questioned. More specifically, its contribution to the GDP since the year 2000 ranges between 6% and 8% (in both current and constant prices), while it employs more than 7% of the total country's labour force. Also, the construction sector affects heavily, although indirectly, other sectors of the Greek economy such as mining, building material, electrical equipment, etc. (Benos, Karagiannis and Vlamis, 2011) .
The implementation of strict austerity programmes, from 2010 onwards, has caused substantial decrease in demand for goods and services pushing the Greek economy to a deep recession. Since there is a 4 feedback effect from the macroeconomy to the property sector (Karousos and Vlamis, 2008) We would rather like to present and analyse the likely negative effects that have been directed from the macroeconomy to the real estate market. To the best of the author's knowledge, none of the existing studies in this area provides systematic treatment of the Greek fiscal crisis as a contributory factor in explaining the current crisis in the Greek property market.
The paper is structured as follows: Section 2 presents a review of fiscal imbalances and the debt crisis in Greece. In Section 3, we present descriptive data regarding the recession in the Greek commercial real estate market. We also review the outcome of a survey conducted by 
The main causes of the current Greek fiscal crisis
There is no doubt that running consistently widening public deficits in combination with declining external competitiveness played a decisive role on the deteriorating fiscal stance of the Greek economyIncreased public expenditure during the last decade, when Greece was experiencing high growth rates, has led to dramatic increase in borrowing requirements and high levels of accumulated public debt Moreover, the decline in competitiveness since EMU entry led to a persistent deficit in the current account (Malliaropoulos, 2010) .
Increased "twin deficits" together with the lack of structural reforms in home regarding labour market flexibility, social security and market competition, forced Greece to issue new bonds at short maturity periods and at higher interest rates compared to the "anchor" of the EMU, that is Germany. As a result, the ability of the Greek government to roll-over 1 The level of Central Government Debt as of 31.12.2009 amounted to €298.5 billion.
6 its debt has been brutally questioned due to the perceived by the international capital markets high probability of sovereign default.
Other factors that contributed to the fiscal crisis, which Greece has been As a result of all these developments, the total Central Government Debt outstanding as of 31.03.2013 was equal to €309.3 billion (Ministry of Finance, 2013a) and the debt-to-GDP ratio has been dramatically increased. More specifically, according to the Eurostat's Government finance statistics, the debt-to-GDP ratio (Table 1) (Table 2) . 5 The "objective value" of the real estate assets is, in fact, the "taxable value" of transactions in the Greek real estate market. Sometimes the "objective value" of a property is lower than its actual market value. To adjust for the difference between the objective value and the market value of a property, the former are frequently reviewed (particularly when Greek governments are short of tax revenues). "Objective values" for the different types of real estate assets are exogenously set by the Greek government and their estimation are theoretically based on prevailing market conditions (demand and supply). Source: Bank of Greece (2013a).
The q-o-q picture for the volume of the property sales for 2012 and 2013
shows that they continue to fall, from 6,861 in 2012Q2 to 5,623 in 2012Q3 and 4,976 in 2013Q1 (Table 3) . The crisis that the Greek property market is experiencing has also been crucially linked to the Greek banking crisis and the consequent credit crunch that has emerged; commercial banks are facing liquidity constraints and thus, since December 2010, they keep reducing the available funds to the domestic private sector (Bank of Greece, 2013b) (Table 4) . February -3,3 -3,2 -1.1 3,6
March -3,2 -3,4 -1,3 3,5
April -3,2 -3,4 -1,5 3,3
May -3,1 -3,5 -1,7 3,0 June -3,5 -1,7 2,3
July -3,5 -2,1 1,9
August -3,6 -2,1 1,6
September -3,7 -2,1 1,0
November -3,5 -2,7 0,3 Table 5 .
December
built houses that they own because if they do so, they will realize huge losses. As a result, there is excess supply of newly built houses on-sale around Greece, which is estimated to be around 150,000-200,000. In the eight major areas of the Attika region of Greece (City Centre- We briefly reviewed, in this paper, first the internal causes of the deteriorating fiscal stance of the Greek economy and then we discussed 20 the external factors that might have contributed to the Greek fiscal crisis. Whereas, in the short run, the attempt to ease the debt crisis came in the form of two rescue packages financed directly by EU and IMF (the first and the second bailout programme for Greece) and indirectly by the private sector bondholders, the solution to the Greek problem, in the long run, would be to redesign its economic and fiscal policies.
We also provided a general overview of the recent developments in the real estate market in light of the current economic crisis and tried to highlight and unveil the extent to which the current fiscal stance of the Greek economy and the Greek property market crisis are intertwined. It seems that fiscal imbalances of the Greek economy have negatively affected the Greek property sector; the implementation of strict austerity programmes designed by the Greek government, in order to reduce the budget deficit and stabilize public debt, caused a substantial decrease in demand for goods and services pushing the Greek economy and consequently the property market in deep recession.
